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National Economic Indicators



Based on a preliminary estimate, the national economy, as measured by
real gross domestic product, increased 4.0 percent during the second
quarter. The August WSJ survey estimated real GDP to increase between
2.3 and 2.5 percent per quarter during the second half of this year.
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However, because of the continued credit crisis exacerbated by the
subprime market in late August and early September, the most recent
WSJ survey now estimates real GDP to increase between 1.9 and 2.2
percent per quarter during the second half of this year.
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While the national economy continued to grow, residential investment has
not. Since early 2006, investment has declined at a double-digit annual
rate in each of the last five quarters.
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The decline in new residential construction reflects the high inventory of
unsold new homes. Since February 2006, inventory has exceeded a six-
month supply every month and stood at 7.5 months in July.

M onthly Supply of New Homes
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9.0
8.0 - =
7.0 - A -
> = — [ M —
£ 6.0
g _
2 5.0 - = M-
£ 4.0 B m ]
=
g 3.0 HH
2.0
1.0
0.0 ; ; ; ; ; ; ; ‘ ‘ ‘ ‘
N IV} (92] o o™ <t <t <t o n [To) (e} [{e] © N~ N~
< 2 < < 2 < < 2 < < @ < < 2 < <
s 8 8 5 5 $ 5 &8 B 5 B8 88 5 8 B8 5
= o) i 3 o s 3 o) s 3 o) £ 3 o L 3

Month.Year

SOURCE: Joint Press Release U.S. Census Bureau and U.S. Department of HUD




n, the National Association of

g recessio

of the continued housin

Because

y

sts of new home sales ever
st is a drop of 23.8 percent in

sted its 2007 and 2008 foreca

Realtors adju

month since

April. Latest NAR foreca

2007 and another 7.5 percent in 2008.




rom

ed its 2007 and 2008 forecasts

NAR also revis




ity since mid-

August, most indices except the Russell 2000 are up for the year.

ficant volatil
(DJIA 17.9%, S&P 500 14.7%, NASDAQ 17.7% week ending 9/14)

igni

While the stock market experienced s

aSeraAy [eLysnpuy

xapuj

1002/2/6 1002Z/T8/L
1002Z/TE/S
| L00e/e/s 1002/T8/E
I L00Z/TE/T
— 9002/0€/TT
- 9002/2/6 & 9002/08/6
o 9002/T€/L
- 900272/ < so0zters
= 9002/T¢/€ Y
9002/2/1 > 9002/1€/T z
= 500Z/0€/TT 2
) r 5002/2/6 = S
- o s S002/0€/6 s
= B [a) =] @ >
= 2 I G002/2/S o El 5002/TE/L 8
s Aonb S iz S002/TE/S g
T = [ S002/2/T m 2 5002/T€/E _
- S 2
s S S S002/TE/T 3
@ My | vooz/ese S 5 & poozioett | S
5= o 2 ¥002/0€/6
2 A " v002/2/S b 2§ 8
® 2 bt v00Z/TE/L _
S - v002/2/T _ Y00Z/TE/S L
V00Z/TE/E
I €002/2/6 ¥002/TE/T
£002/0€/TT
| €00zre/s . £002/0€/6
R —— ooz £002/TE/L
oo oo oooo €002/T€/S
@535 3a959
O o0 oo oooo €002/TE/E
ee3I883S £002/T€/1T
Ga g g S 8888888
sopuy $588588§s
Xapuy 000T 11PSsN
1 | LoozrerL
L Jooziert L 1002/2IL
I 900z/€/L L 2002/2ly
I 900z/e/T
- ,00¢/2IT
| sooz/erL
F G00Z/E/T - 900¢/2/0T
b vooz/e/L L 9002/2/L
I vooz/ert —
— - 900z/21v 2
I eooz/e/L 8 mo M
=] t €00Z/€/T g - 9002/2/T o
g - Z 9 .
M 3 [ coozreL £ < - 5002/2/0T W
b zooz/err
g > .Wv |
%35 I To0z/ElL g M S00¢/e/L g
m mb - Tooz/ert 8 ~y L S002/2ly _
Z |
28 0002/ElL _ 3 - 500272/
m z I oooz/ert < m
=2 | 666T/8/L D_ _m L ¥002/2/0T
g « t 666T/€/T L m\ - ¥00¢/2/L _
kS
| se61/E/L —
M - ¥00¢/2ly
| se6T/E/T
b Le6T/eL - ¥002/2/T
t LBBT/E/T - €00¢/2/0T
| oe6T/E/L
- €00¢/2/L
| oe6T/E/T
F GB6T/E/L - €00¢/2ly
— — se61/8/T , , , 2
2888888 e 5 3 3 8 g
o o o o o o o ) 2 2 - - ]
2 88 83383 8 3 8 8 8 8 8 8
4 3 3 2~ v & & & o4 00




Because of the continued crisis in the housing market attributed to
subprime mortgages, the housing sector index (HGX Index: |32.1%
year to date) continued to underperform compared
to the S&P 500 index.
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Because of the members of the Federal Open Market Committee concerns
about inflationary expectations, the FOMC’s preferred measure of
inflation has been at or below its upper level target range
the past three months.

Year-over-Year Percent Change in 'Core' PCE versus
Federal Reserve Lower and Upper Target Ranges
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However, oil prices, as measured by West Texas Intermediate Crude, have
reached an all-time high of $78.16 on September 11. Also, days supply of oil
and gasoline stocks are at their historic lows (20.6 and 19.9 respectively)

D aily Spot Price for West Texas Intermediate Crude
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Because of the recent crisis in the credit markets, the Fed cut the federal
funds rate by 50 basis points this month. The futures market expects a 25
basis point cut to 4.50 percent in the targeted fed funds rate by December.

Effective Federal Funds Rate (solid bars) and
Federal Funds Futures (hatched bars)
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With the rate cut in September of S0 basis points followed by another rate
cut this year, the likelihood of a recession is lessened.

Probability of a Recession Compared to
Periods of Actual Recessions
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Regional Economic Indicators



The three-month moving average of the Washington Coincident Index
increased 0.4 percent in July, the first increase since March. The
index’s recent performance over the past three months suggests
the resilience of the region’s economy in spite of the slowdown

in residential real estate.
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The three-month moving average of the Washington Leading Index
decreased 0.31 percent in July. That was the third consecutive
decline in the average which followed four consecutive increases.
The leading index suggests the economy may experience slow
growth over the next six months.

Three-Month Moving Average of the
Washington MSA Leading Economic Indicator
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The regional stock index also confirms the results of the Washington
Leading Index such that the region could experience an economic

slowdown over the next six months.
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The Washington economy continues to generate new jobs albeit at a
slower rate. During the first six months of 2007, Washington averaged
nearly 48,000 new jobs, on a year-over-year basis, compared to an

average of 56,000 during the same six-month period last year.
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Montgomery and Frederick counties also continued to add jobs during
the first half of this year albeit at a slower pace. During the first six
months of 2007, the BGF metropolitan division averaged 7,500 new

jobs on a year-over-year basis compared to 8,500
during the same period in 2006.
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The region’s rate of inflation declined from its recent high in March of 4.1
percent on a year-over-year basis to less than 3 percent in July. The
“core” rate also declined from 3.9 percent in March
to 2.5 percent in July.
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The PMI probability data is confirmed by the S&P/Case-Shiller® home
price index for the Washington Region. Since October 2006, the

index has experienced a year-over-year decline and, according

to CME futures, is expected to continue to decline

through the first half of 2008.
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Montgomery County
Economic Indicators



Construction activity in the county has experienced a slowdown that
began in FY(02 and continued through FY(07. However, that
slowdown occurred mostly in the residential sector rather

than in the more volatile non-residential sector.
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Non-residential construction projects were up nearly 70 percent in FY(07

while their value reached nearly $390 million.
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However, residential construction activity continued to decline in FY07

with the number of project down nearly 50 percent and the additional

value to total property value was down 44 percent.
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Home sales for the County are expected to decline to slightly above 11,200
units in calendar year 2007 — the lowest amount since 1997 and a decline

of nearly 17 percent from the previous year.
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However, average home prices are expected to increase 5 percent in 2007
up slightly from the 4.4 percent rate in 2006 but significantly below the

15.3 percent average between 2002 and 2005.
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The reason for the increase in average home prices in the County using
realtor data can be attributed to the dramatic change in the
distribution of sales by sales price. So far in 2007, home sales
with prices above $500K constituted 47.7 percent of
total sales compared to 37.7 percent in 2006.
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The outlook for a rebound in home sales remains problematic because of
the high inventory of existing homes for sale. Since the beginning of 2006,
inventory sales ratio increased from an over 3-month supply to nearly a

6-month supply in August.

Ratio
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The decline in home sales is reflected in sales of durable goods in the
County for FY06 and FY(07. While sales of non-durable goods were
up during those years, sales of durable goods led by purchases
of furniture and appliances were down
3.7 and 6.0 percent, respectively.
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SUMMARY

Home sales have declined 17 percent so far this calendar year.

Home prices have increased 5 percent over the past nine months compared
to the same period last calendar year.

However, the inventory of existing homes for sale has risen to a 6 months
supply compared to a 3-month supply in early 2006.

Purchases of durable goods, primarily furniture and appliances were down
6.0 percent in FYQ7, which follows a decline of 3.7 percent in FY06.

Construction of new homes continued to decline in FYOQ7.

Based on estimates derived by Finance, payroll employment grew 1.3
percent during the January-July period compared to the same period in
2006.

At 3.2 percent, Montgomery County continues to have one of the lowest
unemployment rates in the State.
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